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The dollar value of the excess return associated with an average

announcement is also shown in table 4. This value is computed by

multiplying, for each firm, three times its CAR( -1, + I), the percent-

age excess return over the event window, by the value of its equity
outstanding on the day prior to the beginning of the event window
(day - 2). The numbers reported are the average market values of
an announcement in 1972 dollars. Over the entire 100year period, the
average dollar capital gain accruing to stockholders from an announce-
ment is $26,683,000, with the announcements in 1975 having the high-
est average value of $57,831,000 each, and the 1981 announcements
being the least valuable at $3,469,(XX) each. The average value of an
announcement in 1991 dollars is $84,196,000.

The excess return effect is clarified by looking at the daily excess

returns around the announcement date. Table 5 presents the daily ex-
cess returns by year and in total, and figure 2 provides graphical illus-

tration of the total result. Examining the average daily excess returns,

we see that only two returns are significant, the day before and the day
of the announcement. The significance of this result is strengthened by

noting that, on day - I, all 10 years have positive excess returns. For

the period (- 2, + I), 34 of 40 average returns are positive. This lends

credence to the hypothesis that the new product announcement is itself
responsible for the effect, and it is not simply a case of the firm's

publicity in the Wall Street Journal. These results support hypothe-

sis I.

One other clear result is that the major impact of the new product

announcements appears in the yearS 1975-79. As we noted earlier,

there is a relation between the level of interest rates and the total
number of announcements, and, as we will show shortly, this year

effect can possibly be attributed to differences in the interest rates

over these periods. The average 9O-day T -bill rate was 6.67% for the
1975-79 period and 10.92% for the 1980-84 period. There is a strong

rationale for why this might be the case. Since the cost of capital is a

function of both the firm's beta and the risk-free rate of interest, we

would expect firms to reduce their level of investment as expectations
of interest rates rise. Also, on the demand side, rising interest rates

can imply a decline in demand, thereby leading to a reduced revenue

stream from the innovation.

One final interesting aggregate result stands out. Referring back to

table 5, it is seen that the average beta of the sample is 1.182. The

implication of this result is that firms introducing new products have

a greater market risk, and hence a greater cost of capital, than the

market average. This can be justified in two competing manners. First,
firms that introduce new products, a naturally risky endeavor, have a

higher market risk measure. In other words, new products lead to a

greater risk measure. A more logical alternative is to note that the beta
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represents a component of the cost of capital; the higher the beta, the
shorter the life of the capital. Hence, new products are a necessity of
the firms with the higher betas. Higher-beta firms need to introduce
new products or update existing products more frequently. The impli-
cations of this fact are further confused by the finding that, within our
sample, there is a negative relationship between the number of prod-
ucts introduced over the 10-year period and beta (correlation =
-0.183). In other words, although the sample of firms introducing new
products has a larger risk profile than the market, the relation between
risk and new product introductions is seen to reverse when the number
of introductions is considered. Why might this be the case? If the firms
in our sample are the least diversified firms in the largest industries,
then it is conceivable that the negative beta within-sample effect is due
to the lack of diversification between the high innovators and low
innovators in the total innovator sample.11

Based on these results we can argue that firms introducing new

products accrue an approximate 0.75% 3-day excess return beginning
on the day before the announc~ment and ending on the day following
the announcement. (The 3-day excess return is simply three times
CAR[-I, + I].) The average value of an announcement over this pe-
riod was slightly in excess of $26 million (in 1972 dollars). These results
indicate that, even in the case of new products, where information

leakage is potentially a large problem, some unanticipated effect of the
announcement can be seen. In addition, these results are consistent
with, although naturally the opposite in sign from, the effects of auto-
mobile product recalls found by Jarrell and Peltzman (1985). In their
study, an automobile recall led to an approximate -0.81% 3-day ex-
cess return.

Industry Results

Table 6 replicates table 4 with industry breakdowns. We see once

again that the shortest window provides the strongest evidence of an
effect, with all other windows insignificant. The industries exhibiting
the strongest significant excess returns are food, printing, chemicals
and pharmaceuticals, computers, photographic equipment, and dura-
ble and nondurable goods. Several industries show a large absolute
magnitude of effect: securities and real estate, motion pictures, and
mining and construction. However, the standard errors of these esti-

mates are large due, in a few cases, to the small number of events

being considered. In terms of capital gains, the major gainers were
companies in the computer industry ($51,194,000 per announcement),
the petroleum industry ($33,713,000 per announcement), the tobacco

II. The betas were also tested for stability after the announcement. There was no
overall significant change, and the results are not reported.
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FIG. 2.-Daily excess returns around the announcement date

industry ($30,265 ,<XX> per announcement), and the photographic equip-
ment industry ($22,O42,<XX> per announcement). Consistent with hy-

pothesis 4, we find that five of six of the industry average CAR( - I,

+ I)s significant at the 0.05 level are in technologically based indus-
tries, the metal and stone work industry being the sole exception.

The Impact of Multiple AnnOllncements and Product Updates

Tabl~ 7 provides a breakdown by whether the announcement was for
a single product or for a number of products simultaneously (MUL ll-

PLE; yes = I, no = 0), and whether or not the product introduced

was an update of an existing product (UPDATE; yes = I, no = 0).

For a product to be considered an update, the announcement had to
explicitly specify that it was an update or an enhancement of an ex-
isting product. In the case of multiple-product announcements, only
the primary product announced was coded as to whether or not it was
an update.12

Overall, multiple-product announcements have a significantly
stronger impact on excess stock returns than single product announce-
ments. Single-product announcements have a 3-day excess return of
0.61% (three times the CARL-I, + 1] of 0.20%), while multiple-
product announcements have a 3-day excess return of 0.93% (three
times the CAR[-I, +1] of 0.31%). Original-product announcements

also fare better than product update announcements, a 0.74% 3-day

excess return versus a 0.41% 3-day excess return. When these results
are broken down in more detail, it is seen that multiple-product original

12. Product announcements were also subjectively evaluated as to their innova-
tiveness, that is, whether they were truly new-to-the-world innovations, copies of ex-
isting products of other producers (me-too products), or simple improvements of an
existing product of the firm. These qualitative rankings were not found to impact on any
of the results and were less valuable than the more objective UPDATE variable.
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announcements have the largest impact, a 0.95% 3-day excess return,
with single-product updates showing the smallest impact, a 0.35%
3-day excess return. It should be noted that multiple-product an-
nouncements generate less than twice the effect of a single-product
announcement. In terms of dollar market value, we see the same basic
effect. The doUar market value (in constant 1972 prices) of an original

multiple-product announcement is in excess of $39 million. A single-

product update announcement is valued at only $16 million. These
results directly support hypothesis 5 and provide evidence against hy-
pothesis 2.

Table 8 provides a companion analysis for the estimated beta of the
announcing companies by product announcement type. Firms making
original-product announcements or multiple-product announcements
have significantly higher betas than those announcing product updates

or single products. In addition, firms announcing original products in

a multiproduct announcement have the highest average beta, 1.22,
while those making single-product update announcements have the
lowest beta, 1.05.

Regression Results

Two final analyses related the individual product announcement excess
returns (CAR[ - t, + t]) and the dollar market value of the excess

returns based on CAR( - t, + I) to specific control variables, including
the number of product announcements made over the to-year period
(NPROD), the risk of the firm, as measured by its beta, various ac-
counting measures (assets, profitability, and R & D expenditures-the

latter two deflated by assets). a measure of the risk-free rate of return

(INT = yearly average of 9O-day T -bill rates), and a series of industry

dummy variables. Additional analyses using R & D expenditures and

profitability, both appropriately adjusted for firm size and including
current and past measures of each, proved insignificant in both analy-
ses and are excluded.

Excess returns regressions. Cross-sectional differences in the per-
centage excess return from an announcement were analyzed by re-

gressing the standardized CAR( - I, + I)s against the variables in ques-
tion. The results are presented in table 9 for those variables of
significance. Column I of table 9 provides the most complete model.
with assets in the year of the introduction, measured by ASSETS
(assets in the year of the announcement in 1972 dollars), added for
expository purposes. As can be seen, contrary to hypothesis 3, firm

size has no apparent impact on the magnitude of the excess stock
return reaction from a new product announcement. The major de-

termining factors are the number of products announced by the firm
over the to-year period and v/hether or not the announcement was for
a single product. The product update variable and the firm's beta have
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a marginal impact on the excess stock return, as does the risk-free rate
of interest during the year of the announcement.

The number of products negatively influences the excess return,
indicating that there is marginally more "surprise" value associated
with the introductions made by firms which introduce fewer products.

The impact of MULTIPLE and UPDATE are consistent with the ex-
planation given in the prior section, although the impact of UPDATE

is seen to be marginaUy less pronounced when other factors are ac-
counted for. The interaction effect seen between MULTIPLE and UP-

DATE (the variable UPMULT) in tables 7 and 8 does not appear

important once other intervening factors are accounted for.
The relation between beta and the excess return is less logical since

there is no reason to think that higher-beta firms should have less
"surprise" in their announcements. Given that the betas do vary
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across industries, it is conceivable that the effect is more industry

driven than due to any economic factor related to the systematic risk
itself. For that reason a test was conducted to see if industry effects
are causing the relationship between the excess returns and betas. The

dummy variables were set to one if the firm was in the industry and

zero otherwise. The baseline industry was the chemicals and pharma-
ceuticals industry (SIC 28). Including industry dummy variables along

with beta, we find that the industry dummy variables prove to be

insignificant in explaining differences in the excess returns (F = 0.771;
p = 0.758).

Overall, the results appear to indicate that little predictive value
exists in using past and current accounting figures to predict the magni-

tude of the excess stock return. Consistent with hypothesis 6, we see

that factors that are related to the information available to investors
have something to say about the results. The major impact appears to
accrue to firms with a small number of original new product announce-
ments. Some predictive value for the magnitude of the excess returns
is found by simply examining short-term interest rates.

Market value of excess returns regression. Table 10 presents the
results of the cross-sectional analysis of the dollar market value of the
new product announcements. Column I presents the most comprehen-

sive analysis with all variables included. The variables MULTIPLE
and ASSETS along with the block of industry dummy variables pro-

vide the most explanatory power in the regression. The effect of a

multiple-product announcement is seen to be identical in direction to
the effect found in the excess returns regressions. A multiple-product

announcement adds approximately $49 million to the value of an an-
nouncement. Once the cross-sectional industry effects are accounted
for through the inclusion of dummy variables (F = 3.165; p = O.(XX)8),

we find, in confirmation of hypothesis 3, that the largest effect of an-

nouncements is for the smaller firms in the industry. Taking into
account the information in table 3, this finding seems to indicate that
the largest impact appears to be accruing to the smaller firms in the
larger industries.

Finally, column I provides four final insights. Again, consistent with
hypothesis 6, we see that firms announcing products more frequently

have less of a surprise impact for each individual announcement. Prod-
uct updates have a less than average effect on the market value of the
firm. The negative effect of the firm's beta appears consistent with the
excess returns regression, although not significantly. And, finally, both
the interest rate and the multiple-update interaction term appear unim-
portant.

Columns 2-5 point to two primary findings. Excluding industry

dummy variables, but including assets, reinforces the size effect argu-
ment made previously. Excluding the industry dummy variables re-
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verses the sign of ASSETS, implying that much of the positive effect of
assets size was really cross-sectional industry differences. Excluding

assets (or the industry dummy variables) dramatically affects the sig-
nificance of NPROD. This is to be expected since the two are highly

correlated. This lends credence to the argument that the surprise value
of an announcement is higher for firms that introduce fewer new prod-
ucts, most notably the smaller firms in the sample.

The general results of the market value of an announcement regres-
sions are consistent with the percentage excess returns regressions.
Multiple-product announcements by firms introducing a small number
of products appear to have the largest impact, even when industry
differences are accounted for. At the margin, product updates have

less than average impact although the effect is insignificant. Unlike the
excess returns regression, we find that the effect of beta and the inter-
est rate are unimportant.

Summary of Results

The empirical results support several of our hypotheses. First, con-
firming hypothesis I, we see that innovating firms differ in several

distinct ways from noninnovating firms. Using standard measures of

performance does not allow for a clear distinction between our sample

of innovating firms and a matched sample of noninnovating firms.

However, the firms do differ on market-based measures of perfor-

mance. Second, consistent with hypothesis 4, the value of a new prod-

uct announcement, as measured by CAR(+ I, -I) was the greatest

for the most technoiogically based industries such as computers, chem-

icals, petroleum, pharmaceuticals, printing, and electrical equipment

and appliances. Thus, continued emphasis on new products should

positively affect the value of firms in these industries. Third, original

new product introductions clearly dominate reformulated or reposi-

tioned existing products. This supports hypothesis 5 and is further

evidence against hypothesis 2. There is more value in innovation than

the operating skills associated with repositioning an existing product.

This conclusion must, however, be viewed tentatively because of the

small number of product updates in our sample. Yet, if subsequently

confirmed by future research, this finding would have important re-

source allocation implications; the substantial money invested in repo-

sitioning may be better spent on developing new products.
Hypothesis 3 receives mixed support. Contrary to the hypothesis,

we find that firm size is not related to the percentage excess return.

However, once industry effects are accounted for, the size hypothesis

receives some support from the dollar market value regressions.

Larger industries have a larger magnitude of effect, driven by the fact
that they have the largest dollar value of equity outstanding. Yet, the
largest effect is seen to reside in the smallest firms in each industry.
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Conclusion

The present article has presented some results on the impact of new

product introductions on the market value of the introducing firms.
The aggregate impact of the announcement of a new product was ap-
proximately 0.75% over a 3-day period. This effect was also found to
vary marginally from industry to industry. It must be emphasized once
again that this estimate does not reflect the total value of the product
to the firm but is more a measure of the formation of a consensus of
the product's value to the firm. As such, it is a lower-bound estimate

of the product's value. It was further found that the impact of an

introduction varied negatively with the magnitude of the firm's system-
atic risk and negatively with the number of announcements made over
the to-year period. Finally, the market's reaction to the information
in an announcement appears to be related to the number of products
in the announcement and whether these are truly new products. An-

nouncements of single-product updates received a minimal reaction,
while the largest effect was seen for original multiple-product an-

nouncements.

The study presents several avenues for future research while also

highlighting the value of the event-study methodology in marketing.
First, the sample of announcements examined includes many different

types of products, many of which were successful and many of which
were not. The addition of a time series of sales data for each of the

products announced would allow for an examination of the magnitude
of the result by the value of the product to the corporation, as well as

an examination of the degree of foresight in the market reaction. Sec-
ond, an examination of unanticipated trading volume around the event
date would provide for a more comprehensive examination of the vari-
ance in expectations about the value of the new products announced.
The magnitude of the excess return effect is small, and it is conceivable
that additional information can be gathered by examining trading vol-
ume rather than price changes. Third, the rather large difference in the
PIE ratio of our sample and the matched sample of firms presents a

perplexing problem that is worthy of further study. A more detailed

examination of the causes of, and correlates with, this difference is
necessary.

The present research also clearly points out the difficulty of using

the event-study methodology to study marketing and strategic manage-
ment events. Even with such an important announcement as a new

product, the effect is small and quickly incorporated into the stock

price. However, even with the long lead times in new product develop-
ment and the large amount of information available in the marketplace,
there is still an unanticipated component of the reaction to the an-
nouncement, although this component has declined with time. Because
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of these difficulties. the true importance of this methodology is not the
magnitude of the excess return found but what that excess return
is relating to and how this information can be integrated with other
information to better understand the phenomenon being investigated.

Appendix

Selected Examples of New Product Announcements

1975:

CBS publishes quarterly magazine entitled Popular Gardening Indoors (Oc-
tober 2).

Dow Jones will launch an Asian edition of the Wall Street Journal (Decem-
ber 22).

Polaroid introduces the "Electric Zip" instant camera (September 24).

Savin Business Machines unveils the Savin 750 plain-paper copier (Octo-
ber 15).

1976:
Digital Equipment Corp. introduces the DEC 20 System (January 14).

Gillette introduces the Good News disposable razor for men at 25~ (Febru-

ary 6).

Union Corp. receives FDA clearance for Aquaftex soft contact lens
(June 21).

Wm. Wrigley Co. introduces Orbit. a gum using the sweetener xylitol (Au-
gust 26).

1977:
Abbott Labs receives approval for Hydron burn bandage (January 24).
Anheuser-Busch introduces Natural Light beer (May 19).

Caterpillar introduces the DIG crawler-tractor (September 14).
Goodyear Tire & Rubber introduces the All-Season RadiaJ (September 13).

Kimberly-Clark introduces Kleenex Huggies and Kleenex Super Dry dispos-

able diapers (December 12).

1978:
Boeing introduces the 767 and 777 wrcraft (April 24).
Coca-Cola test markets Mellow Yellow (May 12).

Singer introduces the Touchtronic 2001 at $1,000 (October 13).
Time, Inc. revives Life magazine (April 25).

1979:

Beech Aircraft Corp. introduces the Superking Air F9O corporate propjet

(May 23).

Campbell Soup (Swanson) introduces a 3-minute microwave breakfast line

(September 13).

Dow Jones will distribute Asian WSJ Weekly in the U.S. (January 29).

Lorillard Corp. will test market Aspen low-tar cigarette (June 28).

1980:

American Can introduces Bolt paper towels (September 25).
Control Data introduces a supercomputer, the Cyber 205 (June 3).

Medtronic will introduce Spectrax, a programmable pacemaker (March 12).
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1981:
Xerox Corp. introduces the Memorywriter electronic typewriter (Janu-

ary 18).

U.S. Shoe Corp. will market line of Liz Claiborne shoes (November 23).
United Technologies (Otis Elevator) introduces the Electronic 101 elevator

(March 31).
1982:

Anheuser-Busch introduces Bud Light beer (March I).
Campbell Soup Co. introduces Prego spaghetti sauce (December 2).
National Semiconductor Corp. unveils the NSI6000 microprocessor (May

20).
Philip Morris (7-Up) enters caffeine-free cola market with Like (March 23).

1983:

Apple Computer introduces the Apple lIe and the Lisa (January 20).

Coca-Cola introduces caffeine-free versions of Tab, Diet Coke, and Coke

(April 29).

IBM introduces the PC-XT (March 9).
1984:

AT&T introduces the PC7300 computer (November 9).
Apple Comfluter introduces the Macintosh computer (January 25).
Cooper Labs. introduces the Model 8800 medical laser system (June 19).
Procter & Gamble introduces Duncan Hines chocolate chip cookies

(May II).
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